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The Secretaria de Gobernacion (SEGOB) has opened an investigation into allegations that powerful
owners of Mexico's largest gambling enterprises received improper concessions and later benefitted
illegally from the government's bank-rescue programs. SEGOB's actions respond to a series of
investigative reports conducted by the Mexico City daily newspaper Reforma. The newspaper
reported that 16 companies that operate racetracks, sports-betting operations, bingo parlors, and
other gambling establishments obtained concessions because of close ties to the governing Partido
Revolucionario Institucional (PRI).

Businessman Jorge Hank Rhon at center of controversy
The 16 companies, which operate 178 gambling-related establishments throughout the country, are
managed by a conglomerate headed by Jorge Hank Rhon, son of powerful Mexican businessman
Carlos Hank Gonzalez. The operations include racetracks in Ciudad Juarez and Guadalajara.
Reforma said the questionable concessions were awarded by former interior secretary Francisco
Gutierrez Barrios in the early 1990s. Gutierrez, who headed SEGOB between 1988 and 1993,
used loopholes in an obsolete and ambiguous 1947 gambling law (Ley de Juegos y Sorteos)
to approve concessions for his friends and associates. Since 1990, close to 60% of the permits
were granted to Hank Rhon, Reforma said. Rafael de Antunano Sandoval, director of SEGOB's
gambling-supervision division, said the government has hired an independent auditing company
to investigate the tax-payment practices of the gambling operations and the circumstances under
which licenses were granted. "If we find the slightest reason to revoke the licenses, neither political
nor personal interests will get in the way," de Antunano told reporters.

PRD alleges illegal use of bank-rescue program
Some legislators, meanwhile, have accused President Ernesto Zedillo's administration of using
the defunct bank- rescue fund Fondo Bancario de Proteccion al Ahorro (FOBAPROA) to provide
bank loans totaling 265 million pesos (US$27.7 million) to owners of illegal casinos. Deputy Dolores
Padierna of the center-left Partido de la Revolucion Democratica (PRD) said a study of FOBAPROA
records found "impressive corruption at the highest levels" of government. "We found loans
for...businesses that are not permitted by Mexican law, like casinos...and table dancing, that were
created with bank funding that was never paid back," Padierna said in an interview with Reuters.
Padierna said the companies that received the loans either suspended payment or convinced the
government to declare the loans irrecoverable or never paid. "We're talking about people who
are among the richest in the country and in Latin America," Padierna said. Padierna said a clear
example of the fraud committed through FOBAPROA is the Agua Caliente Racetrack in Tijuana,
which received a loan of 50.57 million pesos (US$5.22 million) via Banca Cremi-Union, which was
never paid back and ended up in the FOBAPROA debt. The Agua Caliente Racetrack, owned by
Hank Rhon, has not held any horse races in the past seven years, said Padierna. Banca Cremi©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.
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Union was previously owned by Carlos Cabal Peniche, who is in Australia awaiting extradition to
Mexico on charges of money laundering and bank fraud. In interviews with US newspapers, Cabal
said the PRI used FOBAPROA to channel US$25 million through Banco Union to fund the 1994
presidential campaigns of PRI presidential candidates Luis Donaldo Colosio and Ernesto Zedillo
and gubernatorial candidate Roberto Madrazo Pintado (see SourceMex, 1999-07-14, 1999-06-09).
IPAB, created in 1999 to take over FOBAPROA's functions, assumed all the bad debts incurred by
its predecessor. By law, any loans on IPAB's books found to be illegal must be returned to the banks
responsible instead of being paid for by taxpayers.

Bill to legalize casinos also seeks to overhaul gambling law
The scandal about the bad loans for gambling operations comes amid the debate in the Mexican
Congress on whether to legalize casinos. Deputy Arturo Nunez Jimenez, who heads the PRI
delegation in the Chamber of Deputies, said the lower house will consider legislation that both
enacts reforms to the obsolete existing legislation and provides for a limited legalization of
casino operations. In November of last year, the tourism committee (Comision de Turismo)
overwhelmingly approved a recommendation to the full Congress to legalize casino gambling at 10
selected tourist-oriented locations. The proposal received support from committee members of the
PRI, the PRD, and the center- right Partido Accion Nacional (PAN). Deputy Mario Aro Rodriguez,
committee secretary, said the proposal could initially bring investments of more than US$3 billion,
annual revenues of more than US$500 million to the casino locales, and 150,000 new jobs to Mexico.
The measure would create a seven-member commission to designate the location of casinos and
oversee all gambling operations in the country. Under the plan, two commission members would
be appointed by SEGOB, one each by the Secretaria de Hacienda y Credito Publico (SHCP) and the
Secretaria de Turismo (SECTUR), and the remaining three by the president. While the proposal
received broad support from members of the three major parties in the committee, it has hit a snag
in the full Chamber of Deputies. The PRI delegation has declined to carry through the legislation
until certain potential violations to the Mexican Constitution are addressed. PRI Deputy Francisco
Javier Loyo Ramos said the measure, for example, fails to define the proper roles of the three
branches of government, and violates provisions related to child labor and consumer rights. The
proposal to legalize casinos in Mexico has received mixed support over the years. Supporters have
generally pointed to the potential to bring revenues and investment and boost tourism in certain
areas of Mexico. But opponents worry that casino gambling could create problems for Mexico, such
as increased government corruption, money laundering, drug trafficking, and prostitution (see
SourceMex, August 27, 1997, May 6, 1998). A 1996 effort to bring casino gambling to Mexico met
strong opposition, forcing the government to withdraw the proposal (see SourceMex, November
6, 1996). [Note: Peso-dollar conversions in this article are based on the Interbank rate in effect on
Feb. 2, reported at 9.57 pesos per US$1.00] (Sources: San Diego Union-Tribune, 07/29/99; Excelsior,
10/18/99, 11/17/99; Proceso, 11/28/99; El Universal, 09/17/99, 12/02/99, 12/23/99; Reuters, 01/22/00,
01/23/00; Reforma, 12/06/99, 12/08/99, 01/20-22/00, 01/25/00; Associated Press, 01/25/00; The News,
01/26/00)
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